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BUYOUTS: BOON OR BOONDOGGLE?

WEDNESDAY, MAY 17, 1995

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CIVIL SERVICE,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
311, Cannon House Office Building, Hon. John L. Mica (chairman
of the subcommittee) presiding.

Present: Representatives Mica, Morella, Bass, Moran, and Mas-
cara.

Staff present: George Nesterczuk, staff director; Daniel R. Moll,
senior policy director; Garry Ewing, counsel; Susan Mosychuk, Ned
Lynch, and John Ciccone, professional staff members; Caroline
Fiel, cierk; Cedric Hendricks, minority professional staff; and Jean
Gosa, minority staff assistant.

Mr. MicA. Good morning, and welcome to the Subcommittee on
Civil Service. I wanted to call the meeting to order first of all and
begin by welcoming everyone to this hearing entitled “Buy-outs:
Boon or Boondoggle?”

I have an opening statement, and then will yield to some of the
other Members. We will try to proceed as quickly and orderly as
Eossible so that we can complete our agenda. I know that people

ave busy schedules and there are some conflicts with other hear-
ings and floor activity at this time.

First of all, I entitled this hearing “boon or boondoggle” because,
quite frankly, I do not know whether this approach that we have
undertaken to personnel management and downsizing has been
beneficial or detrimental. Our hearing today will focus on the suc-
cesses and problems relating to Federal Government employee buy-
outs.

As we conduct this interim evaluation of a major factor in our
administration’s efforts to reduce the Federal workforce, we must
carefully measure both the costs and benefits of this program. So
far it is my understanding that more than 104,000 Federal employ-
ees have taken advantage of buy-out opportunities, including more
than 36,000 employees in non-Defense agencies and more than
68,000 workers from the Department of Defense.

In today’s testimony CBO will report that many of these buy-outs
cost, on average, exceed $24,000 each, meaning that the total cost
of the non-Defense Department buy-outs is somewhere in the
neighborhood of $1 billion. For non-Defense agencies, authority to
extend incentives for early retirement expired just a short time
ago, March 31. In current legislation, the Budget Committees of
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the House or Senate have proposed eliminating the Departments of
Education, Commerce, Housing and Urban Development, Energy,
and several other agencies, and we have heard a number of propos-
als from across the Hill and the administration on eliminating var-
ious departments and agencies. Currently a bill to consolidate the
Department of State and absorb three other agencies has gained
the approval of committees in the House and Senate, with a new
authority for buy-outs in both of the bills. Senator Bill Roth, chair-
man of the Senate Committee on Governmental Affairs, has long
supported buy-outs to facilitate staff reductions.

Clearly, buy-outs have proven popular among agencies admin-
istering them as a tool for staff reduction. Departing employees
also may benefit from buy-outs when they are eligible for retire-
ment. In fact, many of those who leave these agencies now leave
with a sizable award, and that is one of the questions we need to
examine.

What is not clear from the evidence to date is, is the national in-
terest well served because of these buy-outs? Should Congress ap-
prove additional buy-outs as a tool to reorganize and manage our
Federal Government? The General Accounting Office has been
monitoring efforts to reduce the size of organizations in both the
public and private sector. They have conducted extensive studies of
downsizing in private companies, State governments, and foreign
governments that provide a baseline for assessing workforce reduc-
tion in Federal agencies. As we evaluate the implementation of the
Workforce Reduction Act, we will focus on the dimensions of the
National Performance Review’s criteria. We need a government
that works better and costs less. Many of us have heard that
phrase before, and we are trying to give it real meaning with this
104th session of Congress.

To assist us in gauging techniques and developing methods of
managing workforce reductions, we will hear from two private or-
ganizations that have studied workforce restructurings around the
world. Their surveys and analysis conclude that successful
workforce restructurings require advance planning, a strategic per-
spective and plans for the new organization. Let me cite a number
of points are raised as a result of their studies.

When the methods of working are not reformed but further
workforce is reduced, the organization will find itself with a small-
er workforce and often a bigger backlog. When senior experienced
professionals are replaced by untrained, young employees, the orga-
nization will face the same work loads and sometimes increased
training costs. Or when we pay an additional $24,000 or $25,000
to each employee who is already able to retire, as the General Ac-
counting Office will testify was the case for more than 52 percent
of the non-Defense employees collecting buy-outs, have we spent
that half a billion dollars in the public interest? That is kind of a
startling figure—that 52 percent of those folks were on the verge
of retirement anyway—so maybe we handed them a cash bonus on
the way out the door?

Where Congress has authorized increases in agencies’ staffs, spe-
cial care must be taken to be certain that buy-out authority, if used
at all, is used sparingly, so that Government does not bear the cost
of replacing the same people who benefited from the buy-out.
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This hearing is more than a review of a completed program and
much more, I hope, than an academic exercise. Legislation is pend-
ing to consolidate or to eliminate several agencies and depart-
ments. Authority to offer buy-outs has been proposed in draft legis-
lation affecting several of those agencies. This subcommittee will
consider carefully the testimony presented today to identify the
conditions under which it could recommend to the House that it ex-
tend future buy-out authority to various agencies.

We want to support the executive branch and enhance its ability
to deliver more effective government at reduced cost. The American
taxpayer cannot forgive us if we fail to evaluate and revise this
program and let buy-outs turn into a $1 billion boondoggle of the
nineties.

Our first witness today is our good friend and able administrator,
Director Jim King of the Office of Personnel Management. We wel-
come him back. He heads one of the agencies with leading respon-
sibilities for coordinating all the agencies’ management plans and
their implementation of various strategies.

The Office of Management and Budget was invited today, but a
schedule conflict does not permit them to be present. We are sub-
mitting questions, however, and they have agreed to respond.

Our second panel is composed of the General Accounting Office
and the Congressional Budget Office, two arms of the Congress
that have been monitoring workforce reductions and who will assist
our efforts to develop criteria to evaluate these strategies for re-
structuring our workforce.

Our third panel will be Dr. Peter Scott-Morgan of Arthur D. Lit-
tle and Mr. Robert Ellis of the Wyatt Co. These companies have re-
viewed the restructuring of corporations around the world and can
Erovide useful insights to keep us away from what I've termed

oondoggle boulevard.

May I say as we begin, I come to this hearing without a firm
o%inion on whether or not we should continue these buy-outs.
There is some evidence I have heard casually that does support
their continued enactment and adoption by the Congress, and there
are some negative responses that I have heard from folks who have
been involved with the program. So I don’t bring any preconceived
notions or position to this hearing, and I look forward to this being
a good session and a cooperative effort from the various agencies
to reach some conclusions on what this program has done and how
we can make it work for the benefit of the tough task we have of
restructuring our Federal workforce.

So with those comments, 1 appreciate your indulgence. I now
turn to the gentleman from Pennsylvania, Mr. Mascara, to see if
he has an opening statement or comments.

Mr. MascaraA. I do, Mr. Chairman, but T'll have them entered
into the record.

Mr. MicA. Without objection, that is so ordered.

Did you have any informal comments?

Mr. MascaraA. No. Other than I'm concerned about the direction
here.

I know back in Pennsylvania we had a bill called the Mellow bill
in Pennsylvania, and as a trustee with California, University of
Pennsylvania, that we lost some of our best people to the Mellow
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bill, which encouraged buy-outs. So I'm a new Member here, and
I'm just looking to see how all of this is going to affect the caliber
of people who work for the Federal Government. I do have a con-
cern, but I'm going to listen and then comment later.

Thank you.

[The prepared statement of Hon. Frank Mascara follows:]

PREPARED STATEMENT OF HON. FRANK MASCARA, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF PENNSYLVANIA

Good morning, Mr. Chairman. As always it is good to be here. I want to thank
Wu for holding this hearing so we can carefully examine the results of the Federal

orkforce Restructuring Act.

I was not a Member of Congress nor a member of this subcommittee when this
legislation allowing government-wide buyouts was enacted. However, I must say the
evidence we will hear this morning clearly confirms these buyouts have been more
boon than boondoggle.

Before the Federal Workforce Restructuring Act expired this spring, almost 80,000
defense and non-defense Federal workers took advantage of the buyouts. The good
news is that most of these employees were in the middle management levels tar-
geted for reduction by Vice President Gore’s reinventing government efforts.

As a result, for the first time in many years, the government’s attrition rate
climbed and agencies are ahcad of schedule meeting the 272,900 drop in full-time
Jjob slots required by last year’s crime bill.

Perhaps most significantly, the buyouts have allowed the government to reduce
its workforce in a very humane fashion. Instead of facing massive layoffs and pink
slips, employees were provided the financial security and incentive to retire or to
move along to private sector job opportunities.

The whole process was targeted and really very civilized. It was much preferable
to the mass confusion and low morale that are inherent in an uncontrollable reduc-
tion in force, or RIF as you call it down here.

If there were any snafus in the year-long buyout process, the most grievous seems
to be that agencies and departments were slow to develop the organization plans
required to move forward with their buyouts. Some departments also lost talented
employees who will be impossible to replace.

Moreover, I know my Republican colleagues will point out that despite the re-
quirement that one full-time slot be cut for each buyout granted, employment at
several departments, Education, Energy, Justice and the Environmenta tection
Agency, increased. However, the facts are this is the result of increased responsibil-
ities added by Congress last year and the conversion of outside contracts to in-house
workloads.

The point of today’s hearing is to determine whether buyouts should be reauthor-
ized and utilized in such situations as the proposed reshuminﬁ of our Nation's for-
ei%n policy operations which includes plans to eliminate the Department of State.

must say I think such a discussion is putting the cart before the horse. Moreover
this whole exercise would be meaningless if my Republican colleagues succeed in
their plans to wholesale eliminate departments left and right.

If that scenario comes true, and we are left with a shell of a government, the
numbers of employees let go would make the costs of buyouts prohibitive, pink slips
would, by necessity, be the order of the day. Federal employees and citizens alike
would suffer.

Basically, 1 support the buyout concept and feel it has a role to play in govern-
ment personnel policies. Still, I remain convinced our Nation would be better served
in the long run by allowing departments and agencies to proceed with their
reinventing government reviews. This would obviously lead to further reductions in
the Federal workforce.

Simply put, I am not a fan of the “meat ax” approach and feel it should be avoided
at all costs.

Thank you, Mr. Chairman.

Mr. Mica. I thank the gentleman.

We do value your experience, particularly in local and State gov-
ernment, and the expertise you bring to our panel. ’m a new chair-
man so I'm learning too, and, again, I don’t have any preconceived
notions.
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BI yield at this time to the gentleman from New Hampshire, Mr.
ass.

Mr. Bass. Thank you, Mr. Chairman.

I would like to thank you for calling this hearing. I think it is
important. I think it is timely. At no time in the %ﬂstory of this
country have we faced the potential for greater changes in the na-
ture and the quality and the quantity, if you will, of the Federal
workforce.

I will only echo some of the observations made by the distin-
guished chairman of this committee, as one who has cosponsored
or will cosponsor legislation to eliminate three major cabinet de-
partments of government. One of the major concerns that we will
face not only with respect to meeting the consolidation, elimination,
and decentralization goals that will ie envisioned in this legislation
will be the fate of the employees who currently work within the ex-
isting system as we move to make government more responsive
and more flexible and smaller,

This is a time for imagination, this is a time for new ideas, and
I think that the issue of buy-outs is certainly one of those ideas,
but we certainly want to try to balance the need to downsize gov-
ernment as we have never done before with the need to be sen-
sitive and concerned about the livelihoods and futures of the indi-
viduals who will be adversely affected by this process.

So I welcome this hearing, and 1 would like to welcome you here
again, Mr. King, and I look forward to your testimony.

Thank you very much, Mr. Chairman.

Mr. MicA. I thank the gentleman, and now want to welcome the
ranking member of our subcommittee. I'll give him a second to
catch his breath, though he is never at a loss for words, at least
in the 2 years I have known him.

Our distinguished ranking member from Virginia—if he has any
opening statements or remarks. Welcome.

Mr. MoraN. Thank you, Mr. Chairman.

I do, but since there have already been three opening statements,
I think rather than be duplicative, I'll wait until we hear from the
witnesses and I'll submit my opening statement for the record.

Mr. Mica. Thank you, and we will accept that without objection.

[The prepared statement of Hon. James P. Moran follows:]

PREPARED STATEMENT OF HON. JAMES P. MORAN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF VIRGINIA

Mr. Chairman:

This is a very important hearing today. There is no question that the downsizing
currently underway in the federal government is being accelerated and that many
employees will further be affected as we close different federal agencies and depart-
ments. The 272,900 reduction goal, which the Administration is meeting and exceed-
ing could raise by 50,000 or even 100,000.

%’here are different ways to cut your workforce. You can do it through attrition,
and not hire new employees to replace retiring employees, or you can lay employees
off. In the private sector, companies effectively use both and have the ability to pare
its workforce through selective lay-ofTs.

But in the federal government, the only viable option in reducing the workforce
is attrition. In the fegeral sector lay-offs or involuntary separations are performed
through the Reductions-in-Force procedures which are expensive for the agency,
frustrating for the employees, and difficult to properly manage. When we RIF em-
ployees, we lose the less senior employees who ultimately do not have the same pro-
tections and create a situation where more senior, more expensive and sometimes
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less effective personnel have the ability to bump down into lower jobs where they
become overpaid and underworked.

But in the federal sector, voluntary separations can be an effective workforce
management tool. If done right, the manager can encourage more senior and more
expensive personnel to leave the civil service earlier than they had planned. The ef-
fective manager can then restructure the agency and streamline different functions.
The key to success is the ability of the manager, the communication between man-
agement and the employees, and the existence of a comprehensive and effective re-
structuring plan. The Department of Defense offers an excellent example of how
well this process can be carried out.

This hearing is important today because it gives us an opportunity to examine the
successes and failure of the Federal Workforce Restructuring Act and determine
what went right and what went wrong. It also gives us the opportunity, in light of
the possibility of greater workforce reductions, to examine other possible ways to en-
courage voluntary separation.

In examining the Federal Workforce Restructuring Act, we must first look at what
the bill tried to achieve and whether it met those goals.

¢ The legislation was designed to encourage voluntary separations. It did so.
The most recent buyout data from OPM shows that 24,863 non-DOD employees
separated with buyouts. When the Department of Defense is included, the num-
ber rises to 78,863.

e The legislation was designed to encourage employees to retire before the
had originally planned. It dig s0. The average age of an employee retiring wit
a buyout was 59.9 years—2 years earlier than the average retirement age of
62. The average age of those retiring early was 54.1. The average age of those
who resigned was 42.1.

¢ The buyouts were designed to reduce higher grade employees. It did so. The
average grade of those retiring with a buyout was GS-11.6. The average grade
of those retiring early was GS-11.1. The average grade of those resigning was
GS-9.0. While these may be lower grades in the Washington DC area, they are
managers and supervisors in other areas.

» The buyouts were designed to improve the diversity within the federal gov-
ernment. 'Ié;ley did so. Minorities received only 24% of the buyouts while non-
minorities received 75.8%.

¢ Finally, the buyouts were designed to lessen the cost of federal downsizing.
They did so. While the buyouts did cost up to $25,000 for each employee retir-
ing, they are certainly cheaper than RIFs which cost $36,000 per employee.

There have been some examples of agencies improperly using the buyouts and not
having comprehensive workforce restructuring plans. But those were the exception
rather than the rule. Most agencies properly %of]owed the requirements of the Fed-
eral Workforce Restructuring Act and have used the buyouts to streamline their op-
erations.

There were examples of some employees not retiring until they received the
buyout. In these cases we paid an employee to do something he or she had already
intended to do. But those were the exception rather than the rule. It is hard for
us to know the many decisions an employee makes in considering when and wheth-
er he will retire. While the possibility ol a buyout may have kept some employees
on longer than normal, the recession probably {Aad a much greater impact. Attrition
is always lower when alternative jobs are not available.

In aﬂlition to examining the effectiveness of the Federal Workforce Restructuring
Act, we should look to the future and examine ways to further encourage employees
to voluntarily separate. This should include a discussion of future buyout authority,

articularly for those agencies slated for elimination. One of the reasons the DO{)

as been g0 successful is that it has a continuing buyout authority. It does not need
to separate a maximum number of workers in one fell swoop, but can effectively
apply the authority to functions as appropriate. It makes no sense to offer buyout
authority for one year to ease a downsizing effort that will take five years.

We should also examine other mechanisms to encourage voluntary separation, an
alternative to lump sum cash payments. The goal is to examine how you can encour-
age people to get out of the civil service. Maybe we can look at ways to put into
CSRS a permanent early retirement provision with an actuarial reduction or allow
people to leave at age 55 with fewer than 30 years of service, maybe 55/25. This
could be offered it to people for a limited period of time, made as part of the perma-
nent retirement system, or available to agencies as they are downsizing. Part of the

roblem with CSI{S is that it has golden Eandcuﬂ's where you can’t leave unless you
ave 30 years of service. For some people, you want them to leave.

Again, I welcome this discussion and this hearing. Thank you.
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Mr, Mica. Again we appreciate your indulgence in hearing these
opening comments from the Members but would like to welcome
our first panel. We have James King, who is the Director of the Of-
fice of Personnel Management, and Leonard Klein, Associate Direc-
tor.

Welcome to our panel.

As is customary, I need to swear you in, so if you wouldn’t mind,
stand and raise your right hand.

[(Witnesses sworn.]

Mr. Mica. Thank you.

Let the record show that the witnesses answered in the affirma-
tive. Welcome, Mr. King. It is good to have you back. I have read
some of your comments, and you now have the floor. We would like
to hear your observations on this important issue.

STATEMENT OF JAMES B. KING, DIRECTOR, OFFICE OF PER-
SONNEL MANAGEMENT, ACCOMPANIED BY LEONARD KLEIN,
ASSOCIATE DIRECTOR FOR EMPLOYMENT

Mr. KING. Mr. Chairman, by the way, I was just wondering when
I took the oath, I often wonder what happens when you deal with
economists here and the conflicting numbers they bring to you. I
do hope—well, excuse me, Mr. Chairman, it was just a thought
flashed through my mind.

Mr. Mica. So far we haven’t had any economists.

Mr. KING. Mr. Chairman and members of the subcommittee, I
want to thank you for giving OPM an opportunity to comment on
the Government-wide program of separation incentive payments or,
as they are better known, buy-outs, which we played a key role in
designing and implementing.

As you mentioned, Mr. Chairman, I'm accompanied this morning
by Leonard Klein, our Associate Director for Employment, who
worked closely with the buy-out program.

Mr. Chairman, during the 1980’s, private industry really popu-
larized the use of buy-outs as a way of achieving downsizing in a
manner that was humane and conducive to employee morale and
productivity. I don’t believe anyone would argue that private em-
ployers offered buy-outs only for the benefit of their employees,
they offered them because they also were good business, and that
means there was a bottom line. The same has been true in Govern-
ment.

In the fall of 1993, the Clinton administration’s National Per-
formance Review recommended that the Federal civilian nonpostal
workforce be reduced by 252,000 full-time positions by 1999. Con-
gress increased that figure to 272,900. With large scale downsizing
ahead, the administration looked to buy-outs as a way to help to
achieve downsizing in a manner that was orderly and cost effective
and would minimize disruption in the workplace.

Throughout the fall and the winter of 1993 and 1994, OPM
worked with OMB, the Congress, and other interested groups to
develop the Federal Workforce Restructuring Act, which was
passed by the Congress and signed by the President in late March
1994. As you know, the legislation expired on March 31 of this
year.
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In developing that legislation, we studied both the successes and
failures of previous—and I would like to emphasize, both the suc-
cesses and the failures of previous buy-out ams in the private
sector and in State and local government. Tﬁe egislation permitted
agencies to offer buy-outs of up to $25,000 to employees who volun-
tarily separated through regular retirement, early retirement, or
resignation. These buy-outs were not an entitlement available to
all employees. The agencies had the authority to target them to
specific jobs and locations, not to individuals; to use them, in short,
to serve the Government’s specific workforce needs.

An employee who accepted a buy-out could not, with only rare
exceptions, return to Government service or accept a personal serv-
ices contract within 5 years without first repaying the entire incen-
tive, and, by the way, that is the entire incentive before all taxes
have been taken out of it, so there was a really negative impact.
And to ensure that buy- outs resulted in permanent personnel cuts,
the legislation required a reduction on a Government-wide basis of
one full-time equivalent position, or FTE, for each buy-out taken
for all non-Defense agencies. As the legislation neared passage,
time was clearly a factor since cost savings demanded its maximum
usage early in the fiscal year.

Prior to the passage, OPM created a Workforce Restructuring Of-
fice that prepared the documents and guidelines that enabled agen-
cies to move quickly to implement the program. Because of these
efforts, the program began operations literally within hours after
President Clinton signeg the bill on March 30, 1994, and within 5
weeks buyouts had been paid to more than 11,000 employees. Our
Workforce Restructuring Office, with a staff of about 10, continued
to work aggressively to see that the program was implemented
Government-wide in a manner that was fast, fair, and orderly.

OMB, the Office of Management and Budget—I always do that
in reverse because they seem to be better known by their initials
than their name—estimates that by the end of this fiscal year
about 105,670 executive branch employees will have left Govern-
ment service with buy-outs. That figure includes 68,837 Depart-
ment of Defense employees and 36,835 non-Defense employees.

During fiscal years 1996/97 an estimated 6,200 non-Defense em-
ployees will take delayed buy-outs. These separations must take
place before March 31, 1997.

Defense is projected to offer some 42,000 buy-outs between now
and the end of fllsca] year 1997, Mr. Chairman. Thus, by the end
of fiscal year 1997, we estimate about 154,000 executive branch
employees will have left the Government under these incentive pro-
grams.

Frankly, Mr. Chairman, we believe that OPM’s efforts made pos-
sible an orderly buy-out program, one that avoided the confusion
and additional expense that would have occurred if more than 40
participating agencies had attempted to develop programs of their
own.

Now let me address the questions that you raised in your letter
of May 3 inviting us to this hearing, Mr. Chairman. You asked for
a description of the process for approving agency buy-out imple-
mentation plans to ensure that they conformed with the law and
Title 5 requirements. The legislation authorized the head of each
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executive agency to establish buy-out programs and directed the
Office of Management and Budget to ensure that they complied
with the reductions spelled out in the law. OPM was directed to ad-
minister the program.

We met with officials of more than 50 agencies to discuss pro-
gram strategies and regulatory requirements and to ensure that
their plans conformed to the law and with Title 5 and then to pro-
gide them with the legal authority to offer early retirement with

uy-outs.

ou also asked for a description of training programs provided to
agencies and employees on buy-outs. From the outset we recog-
nized that for each individual involved, whether or not to accept a
buy-out was an extremely significant decision to them personally.
We therefore worked in many ways to provide information to Fed-
eral employees who faced this difficult decision. We brought agency
personnel managers to OPM for briefings, we sponsored seminars
open to all employees, and they were widely attended. We wrote
and distributed brochures and fact sheets. Our officials gave news-
paper and radio interviews and went on satellite TV to reach em-
ployees across this country. Agency officials and union representa-
tives were included in this process. We published a buy-out news-
letter that was widely circulated. We operated a telephone hotline,
and we literally received thousands of calls on that hotline.

Mr. Chairman, you also asked us about procedures and safe-

ards we used to monitor the program. We published strict regu-
ations to ensure that employees who returned to the Federal serv-
ice within 5 years after receiving an incentive payment must repay
the entire amount of the buy-out. These regulations address con-
gressional concerns that the buy-out program might become a re-
volving door for Federal employees. That has not been the case. We
have conducted spot checks via computer of OPM’s central person-
nel file, and to date we have found no cases of abuse.

OPM has also consolidated its reporting requirements to enable
agencies to report the use of buy-outs on the same format with
early retirement and other data. Through these quarterly reports
and occasional updates and close contact with the agencies we have
tracked the buy-out system continuously, Mr. Chairman.

I realize that some might ask, why pay people to leave the Gov-
ernment? There is a solid dollars and cents case for buy-outs. By
our projections, the typical buy-out is significantly less expensive
than the typical RIF that is, reduction in force. Moreover, as we
downsize we must seek to keep up the morale and productivity of
workers who continue on the job and are expected to do more work
than ever before.

RIF’s can be more expensive than buy-outs because RIF’s involve
increased administrative costs, severance pay, the real possibility
of appeals, litigation, and unemployment payments, and pay and

ade retention for other employees affected. Buy-outs have clearly
ﬁ;ﬁned short-term costs, but they lead to much larger long-term
savings from salary and benefits that will not be paid due to the
FTE reductions. '

It might also be asked, Mr. Chairman, whether buy-outs don’t
simply pay people for what they would have done anyway. Our ex-
perience indicates otherwise. From 1983 to 1991, the Government-
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wide attrition rate averaged 7.9 percent, but in fiscal year 1992
that figure had declined to 5.2 percent, and in fiscal year 1993, it
was as low as 2.9 percent, Mr. Chairman. We attribute this decline
in attrition to a sluggish economy. People feared they couldn’t find
a new career either 1n the public or the private sector.

When the Department of Defense began using its buy-out author-
ity in 1993, the attrition rate in Government increased for the first
time in 5 years. White-collar retirements almost doubled from 1.4
to 2.7 per 100 employees; blue-collar retirements did more than
double from 2 to 5.5 per 100 employees. In short, the buy-outs were
instrumental in jump starting departures from Government on a
voluntary basis.

Mr. Chairman, your letter asked whether we thought the Federal
Workforce Restructuring Act was an appropriate model to be used
when agencies face substantial personnel reductions. Obviously, we
feel that the buy-out program has been an effective tool. However,
it was never anticipated that the program would be permanent.
These incentives were seen as an instrument the Government could
use for a specific period of time to achieve specific workplace goals.

We are not advocating a new Government-wide buy-out program.
We are currently looking at a variety of programs to assist in the
humane downsizing of agencies. If an agency’s specific buy-out pro-
gram is included, we believe it should be modeled on the 1994 Re-
structuring Act. It should be targeted, it should be budget neutral,
it should be used to avoid RIF’s, and it should include program con-
trols including the requirement for an FTE reduction in each buy-
out. There should be Government-wide standards to avoid the con-
fusion and inequity of different agencies offering different pack-
ages.

Should such a program be authorized, Mr. Chairman, I believe
OPM, on the basis of our recent experience, can play a valuable
role in its design and successful implementation.

What I'm saying, Mr. Chairman, in answer to your rhetorical
question as the hearing started, we see the buyout program as a
boon by any standard, %’[r. Chairman, and we would ge glad to re-
spond to any of your questions or the questions of the committee,
siT,

[The prepared statement of Mr. King follows:]

PREPARED STATEMENT OF JAMES B. KING, DIRECTOR, OFFICE OF PERSONNEL
MANAGEMENT

Mr. Chairman and Members of the Subcommittee.

Thank you for giving OPM this opportunity to comment on the Government-wide
program of separation incentive payments—or buyouts—which we played a key role
in designing and implementing.

I am accompanied this morning by Leonard Klein, our Associate Director for Em-
ployment, who worked closely with the buyout program.

Mr. Chairman, durins the 1980s, private industry popularized the use of buyouts
as a way of achieving downsizing in a manner that was humane and conducive to
employee morale and productivity.

don’t believe anyone would argue that private employers offered buyouts only
lf;or the benefit of their employees—they offered them gccause they were also good
usiness.

The same has been true in government.

The first government buyout program was begun in 1991 for the benefit of mem-
bers of the armed services who l];ce cutbacks at the Department of Defense.

Late in 1992, legislation was passed that made buyouts available to civilian em-
ployees of the Defense Department.
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In the fall of 1993, the Clinton Administration’s National Performance Review rec-
ommended that the Federal civilian non-postal workforce be reduced by 252,000
full-time positions by 1999.

Congress increased that figure to 272,900.

With large-scale downsizing ahead, the Administration locked to buyouts as a way
to help acﬁieve downsizing in a manner that was orderly and cost-effective and
would minimize disruption in the workplace.

Throughout the winter of 1993-94, OPM worked with OMB, Congress, and other
interested groups to develop the Federal Workforce Restructuring Act, which was
passed by Congress and signed by the President late in March, 1994. As you know,
the legislation expired on I\ﬁarch 31 of this year.

In developing that legislation. we studied both the successes and failures of pre-
vious buyout programs in the private sector and in state and local government.

The legislation permitted agencies to offer buyouts of up to $25,000 to employees
who voluntarily separated through regular retirement, early retirement, or resigna-
tion.

These buyouts were not an entitlement available to all employees. The agencies
had the authority to target them to specific jobs and locations—to use them, in
short, to serve the Government's specific workforce needs.

An employee who accepted a buyout could not, with rare exceptions, return to gov-
ernment service, or accept a personal services contract, within five years without
first repaying the entire incentive.

And to ensure that buyouts resulted in permanent personnel cuts, the legislation
required a reduction, on a Government-wide basis, of one full-time equivalent posi-
tion (FTE) for each buyout taken for all non-defense agencies.

As the legislation neared passage, time was clearly a factor, since cost savings de-
manded its maximum usage early in the fiscal year. Prior to passage, OPM created
a Workforce Restructuring Office that prepare({ythe documents and guidelines that
enabled agencies to move quickly to implement the program.

Because of these efforts, the program began operations literally within hours after
President Clinton signed the bill on March 30, 1994. Within five weeks buyouts had
been paid to more than 11,000 employees.

Our Workforce Restructuring Office, with a staff of about ten, continued to work
aggressively to see that the program was implemented, Government-wide, in a man-
ner that was fast, fair, and orderly.

OMB estimates that by the end of this fiscal year, about 105,670 Executive
Branch employees will have left government service with buyouts. That figure in-
cludes 68,837 {')epartment of Defense employees and 36,835 non-Defense employees.

During FY 1996-97, an estimated 6,200 non-Defense employees will take delayed
buyouts; these separations must take place before March 31, 1997.

efense is projected to offer some 42,000 buyouts between now and the end of Fis-
cal Year 1997.

Thus, by the end of FY 1997, we estimate that about 154,000 Executive Branch

employees will have left government under these incentive programs.

rankly, Mr. Chairman, I believe that OPM’s efforts made possible an orderly
buyout program, one that avoided the confusion and additional expense that would
have occurred if more than forty participating agencies had attempted to develo
programs on their own. It also avoided the disruption, hardships, and additiona
costs that RIFs would have produced.

Now let me address the specific questions you raised in your letter of May 3. You
asked for a description of the process for approving agency buyout implementation
plans to ensure that they conformed with the law and Title 5 requirements.

The legislation authorized the head of each Executive Agency to establish buyout
programs and directed OMB to monitor the programs and ensure that they were
in compliance with the mandatory reductions spelled out in the law.

OPM was directed to administer the program. We met with officials of more than
fifty agencies to discuss program strategies and regulatory requirements and to en-
sure tEat their plans conformed to the law, and with Title 5, and to provide them
with the legal authority to offer early retirement with buyouts.

You asked for a description of training programs provided to agencies or employ-
ees on the buyouts.

From the outset, we recognized that for each individual involved, whether or not
to accept a buyout was an extremely significant decision. We therefore worked in
many ways to provide information to Federal employees who faced this difficult de-
cision.

We brought agency personnel managers to OPM for briefings. We sponsored semi-
nars that were open to all employees and were widely attended. We wrote and dis-
tributed brochures and fact sheets. Qur officials gave newspaper and radio inter-
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views and went on satellite TV to reach employees, agency officials, and union rep-
resentatives. We published a buyout newsletter that was widely circulated. We gave
one-on-one assistance via a telephone hot-line that received thousands of calls.

Finally, Mr. Chairman, you asked about procedures and safeguards we used to
monitor the program.

We published strict regulations to ensure that employees who returned to Federal
service within five years of receiving an incentive payment must repay the entire
amount of the buyout. These regulations addressed Congressional concerns that the
buyout program might become a revolving door for Federal employees. That has not
been the case. We have conducted spot checks via computer of OPM’s Central Per-
sonnel File and to date have found no cases of abuse.

OPM also consolidated its reporting requirements to enable agencies to report the
use of buyouts on the same format with early retirement and other data. ’f'ﬁrough
these quarterly reports, occasional updates, and close contact with the agencies, we
trackei the buyout program continuously—always in close contact with OMB, I
might add.

Mr:) Chairman, I realize that some might ask, “Why pay people to leave govern-
ment?”

There is a solid, dollars-and-cents case for the buyouts. By our projections, the
typical buyout is significantly less expensive than the typical RIF.

Moreover, as we downsize, we must seek to keep up the morale and productivity
gf rworkers who continue on the job and are expected to do more work than ever

efore.

RIFs can be more expensive than buyouts because RIFs involve increased admin-
istrative costs, severance pay, the possibility of appeals, litigation and unemploy-
ment payments, and pay and grade retention for other employees affected.

Buyouts have clearly-defined short-term costs, but they lead to much larger long-
term savings from salary and benefits that will not be paid due to required FTE
reductions

It might also be asked, Mr. Chairman, whether buyouts don’t simply pay people
to do what they would have done anyway.

Our experience indicates otherwise. From 1983 through 1991, government-wide
attrition rates averaged 7 9%. But in Fiscal Year 1992, that ﬁgure had declined to
5.2% and in FY 1993 it was as low as 2.9%.

We attribute this decline in attrition to the sluggish economy. People were not
leaving their jobs because they feared they couldn't find a new career in either the
public or private sector.

When the Department of Defense began using its buyout authority in 1993, the
attrition rate in government increased for the first time in five years.

White collar retirements almost doubled, from 1.4 to 2.7 per 100 employees.

Blue collar retirements did more than double, from 2 to 5.5 per 100 employees.

The buyouts were instrumental in jump-starting departures from government.
Without them, agencies would have ha(g to resort to expensive and disruptive layoffs
to achieve significant downsizing.

Mr. Chairman, your letter asked whether we thought the Federal Workforce Re-
structuring Act was an appropriate model to be used when agencies face substantial
personnel reductions.

Obviously, we feel that the buyout program has been an effective tool, has bene-
fited both individual employees and the government itself, and in the long run will
save the taxpayers significant amounts olgmoney.

However, il was never anticipated that the buyouts would be permanent. They
were seen as an instrument the government could use for a specific period of time
to achieve specific workplace goals.

We are not advocating a new Government-wide buyout program. We are currently
looking at a variety of programs to assist in the humane downsizing of agencies.
If an agency-specific buyout program is included, we believe it should be modeled
on the 1994 Restructuring Act. It should be targeted, it should be used to avoid
RIFs, and it should include program controls, including the requirement for an FTE
reduction for each buyout. ’I'Ecre should be Government-wide standards to avoid the
confusion and inequity of different agencies offering different packages.

Should such a program be authorized, I believe OPM, on the basis of our recent
experience, can play a valuable role in its design and 1mp1ementatlon

We will be glad to take your questions.

Mr. Mica. Thank you, Mr. King, for your comprehensive opening
remarks and response to our questions.
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A couple of things. Most significantly, I think I picked up your
comment that you do not recommend an agency-wide buy-out legis-
lative authority. Is that correct?

Mr. KING. We are hesitant for a government-wide authority, but
there may be situations in individual agencies that may be brought
to your attention, Mr. Chairman, that are so unique that they
should be dealt with. Once again, we do have a checklist that we
think makes a great deal of sense, and that is that it be budget
neutral, and the list that I suggested, and that it be for a limited
time.

Mr. Mica. I think you had also gone on to recommend that we
be agency specific so we tie the buy-outs into specific areas where
we are doing downsizing or there are some dramatic cuts as pro-
posed either by Congress or the administration. Is that correct?

Mr. KING. That is correct.

Mr. Mica. OK. That is an interesting point of view, and it is
probably the path we are on right now, %ecause we are getting re-
quests already from the Department of State for some waivers and
ability to conduct buy-outs. As we do that, you did say that you
wanted some standards

Mr. KiNG. Mr. Chairman——

Mr. Mica. OK.

Mr. KING. You mentioned the State Department. There is one
thing that I didn’t give in the list but I think is essential. The
amount of the buy-out should be cost effective, but then there is
a question of whether you move from being generous to being of a
questionable business practice, and I think in some of these sugges-
tions that come forward we may cross the line on that, and that
1s why we are speaking of having a standard that would be reason-
able, that would be decent and adequate but, on the other hand,
would be still responsive to the concerns everyone faces.

Mr. Mica. You would probably like to retain that authority to set
some parameters, as OPM, as an oversight responsive agency.

Mr. KING. Well, I sometimes think, Mr. Chairman, when we
draft legislation it is like a labor negotiation that uses position and
bargaining. People come in with everything anyone has suggested
because they don’t want to say no in the preliminary stages. Rather
than laying what their interests are on the table, they get into po-
sition types of things.

We would like to stay within the confines of where the interests
lie for all of the parties so there can be true reconciliation and fair-
ness, and that is really what we would be looking for, and we have
guidelines that would help any organization that would be coming
forward or the committee itself as they are looking at this, because
we do have a model, [ think, that reflects success and decency.

Mr. Mica. You have cited some instances where you, in fact, be-
lieve that this program to date has been a boon and some statistics
to back it up. I'm kind of concerned that we also look for protec-
tions where it may have been a boondoggle. One of the things that
concerns me is where you get this figure of close to 52 percent of
the folks were just on the verge of retiring. Were we handing them
cash on the way out?

Mr. KING. I would submit;
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Mr. MicA. And, you know, I don’t know these figures to be accu-
rate.

Mr. KING. I think what people do, they see 52 percent were eligi-
ble. That does not mean they were going to leave.

Mr. Mica. Do you have a study of how many people, like what
number of years is that?

Mr. KING. What we have is what the reality was that we were
facing.

Do we have these charts?

What we had was a reality, and what you can see even at this
distance—why don’t 1 share them? This is unfair to the chairman
to talk to something he can't see.

Thank you so much.

[The charts referred to follow:]
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Mr. KING. I think if you look at both of these-—and I'll pause for
a second.

Mr. Mica. Would there be any type of restrictions or do you see
any additional legislation that needs to be adopted? For example,
now they are coming at us with all these separate legislative au-
thorities for buy-outs. Is there some protective language to avoid
abuse or unnecessary use of the buy-outs that we should incor-
porate in that language, or do you have enough authority to see
that this is prevented?

Mr. KING. Yes, as best we can. I think what we are back to is,
how do you create an incentive for someone to do something volun-
tarily, and that is really what we are looking at.

W’Kat the charts reflect was that Federal employees were not vol-
untarily leaving the Federal service, period. Even though they were
fully ehigible and had their appropriate time in and everything else,
they weren’t leaving.

What 'm talking about is—let me give you a quick example. I
had one unit that iad always had a very high turnover. We basi-
cally train people for other people in the government. We averaged
in t{lat unit for a number of years almost 22 percent attrition. That
attrition rate dropped into the 3 percent range in 1%z years and
has stayed that way to date.

I'm just suggesting that what had been a very dynamic situation
in employment and in the employment profile ceased to exist in the
last few years, and what happened was, the action on buy-outs
stimulated leaving Government on a voluntary basis, and I stress
voluntary, Mr. Chairman, because, as you know, the cost implica-
tions of involuntary separations are very, very substantial in dol-
lars and cents.

The disruption from RIF within the operating units is spectacu-
lar. It is totally disproportionate to anything that you would see in
the private sector and in many cases even in other public sector
areas, because of the ability to bump back and retreat, so that
there are some enormous impacts in the organizations.

Mr. Mica. One last question, and I want to give everyone a
chance here. When you buy these folks out, have you gone back to
study to determine if the positions are being filled again, or are
they eliminated? Is there any statistical evidence that those posi-
tions will no longer exist, or are we just spending a lot of money
to train somebody, bring somebody new on, or fill the position?

Mr. KiNG. The first thing I think the thing that struck us, Len,
when we were looking at it was that the people who left us were
generally—who were very senior and they were at the highest—
they were very substantially paid, and that if the job was—again,
we are talking about the job though, not the individual. The job
was looked at, basically redefined, and that was the reason why
they were able to take this particular buy-out.

Am I correct, Len?

Mr. KLEIN. Right.

Mr. Mica. Has the position been eliminated, or is it just a
reshuffling and you get somebody new in?

Mr. KLEIN. Actually an FTE was reduced for every buy-out. In
fact, another 50,000 FTE were reduced during that period of time,
so we are confident that they weren’t just restaffing positions.
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As an example, about 40 percent of the buy-outs were in over-
head functions that we had determined—the administration had
determined were targets for downsizing like personnel manage-
ment, procurement, finance, those kinds of overhead functions. We
know for a fact, for example, in our personnel community that the
agencies are downsizing those staffs. For example, the Interior De-
partment has reduced half of its staff in personnel. They had buy-
outs there. They are not refilling jobs. They are under great inter-
nal pressure, budget pressure, to reduce those staffs and reduce
senior level jobs.

Mr. Mica. Thank you.

I’'ve taken more than my time, and I'll yield to our ranking mem-
ber, Mr, Moran.

Mr. MoraAN. Thank you, Mr. Chairman.

I have a sense that a number of managers felt under the gun to
reach the buy-out targets and in fact have been guided by that
pressure rather than the desire to be able to implement the agen-
cy’s mission most effectively, and so anyone who was willing to
leave, seized the opportunity rather than the agency in determin-
ing the relative need of that person within the organization. In fact
many of the people who have left because they knew they would
have opportunities in the private sector, which generally indicates
they were the more marketable and had the most to deliver to
whatever organization they were part of.

I'm wondering whether you have been able to conduct exit inter-
views with the individuals and with their supervisors to get a
sense of what is happening to the agency’s mission and exactly why
they left and whether in fact they were going to a higher paid job
or whether they might be going into a contractual arrangement
with the Federal Government for more money.

Mr. KING. Exit interviews are done by the agencies themselves.

Mr. MORAN. Do you compile the results though?

Mr. KING. Of who leaves or where——

Mr. MoRAN. Well, is anybody then taking the exit interviews and
making some sense out of them, deducing why people are levering
and what kinds of trends——

Mr. KING. I would ask Mr. Klein

Mr. KLEIN. There were several things we tried to do in this. Of
course, one area for error is procedures, and we tried to take care
of that by having briefings and discussions and so forth for all the
agencies and the people running the buyout programs.

The other is the one you put your finger on, which is sort of a
judgment problem, someone allowing someone to leave or pressur-
ing someone to leave or treating someone perhaps unfairly during
tha(t1 process, or a manager having a question how he might pro-
ceed.

What we did there was, we set up a hotline in OPM. In fact, we
received over 2,000 calls a week for a number of weeks from man-
agers, agencies, and employees who had questions: Why am I not
allowed to have a buy-out, or why I feel that perhaps this is unfair.
We tried to handle those questions for the employee, talked to their
managers, talked to their personnel people to resolve those issues
before they became a problem.













































































































































































































